SBC Provides Residential Universal

Service While IXCs “Cherry Pick” Profits

IXC offers target
premium customers
rather than ‘
universal service. P

Quartile 1

/
IXCs ~.
Quartile 2

Quartile 3
SBC -

™ Quartile 4

Ameritech Residential Customer Spending

% of Total
Ave Rev SBC % of Total
per Line Revenue SBC Profit
3-$54 36% 72%
$36-$43 29% 41%
. $24-$36 21% - 9%
$0-$24 -14% (22)%

SBC’s resulting customer base will be

unprofitable, with no funds for investment.
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No Capital Investment

. gives AT&T Consumer
unmatched leverage to create
offers - without saking

s e ifte o

Betsy Bernard,
President, AT&T Consumer

"We're profitable everywhere
we sell because we limit ..
where we sell based on cost
[W]e re thslooatogy ey Hrble

‘ to make it work "

Wayne Huyard
COO, MCI

“"We do not expect that the
growth of our business will
require the levels of capital
investment in fiber optics

Clear IXC Strategy

and switches that existed in
historical telecommunications
facilities-based models.”

10-Q Filing

Z-Tel

High Margins, Low Risk

“Our principle of maximizing
cash requires that we only
enter states that meet our
gross margin requirements.”

“We are not going into
states where we don’t have a
gross iardqin of 45% on the
local ....”

Betsy Bernard,
President, AT&T Consumer

21




Capital Market Reaction

Stock Prices

Before UBS After UBS
Warburg Report Warburg Report
* (08/19/02) (08/23/02) Percent Change
SBC $29.87 $26.30 (12.0)%
AT&T $10.76 $12.22 13.6%

“"We believe SBC has the most attractive region for UNE-P providers.

SBC has lost more retail lines to UNE-P than any other Bell, at 3.45
million... [and we] expect SBC to lose 1 million retail lines to UNE-P
in the third quarter of 2002.”

- UBS Warburg

SBC takes the hardest hit for each retail line lost to UNE-P competitors ...

22




Summary

Bill Daley
President

SBC Communications Inc.
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Impacts

Reduced Service Quality

Reduced Ability to Provide Service to all
Customers

No Incentive To Invest in Networks
Eliminated Jobs

Slower Deployment of New Services
Increased Cost of Capital
Weakened Equipment Suppliers

24
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Next Steps

e Current regulatory regime regarding UNE-P
and pricing is unsustainable

e Turmoil in industry calls for quick and decisive
action |

* As long as we have carrier of last resort
obligations, prices must be set to recover our
costs

 There are many ways to solve this problem, but
time is extremely short. Whatever direction
the FCC moves, it must be effective in a very
short period of time

25
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SBC Communications, Inc.

August 20 2007

SBC - In the UNE-P Wheelhouse

SBC has lost more retail lings 10 UNE-P than any other Bell at 3.45 million. including 692,000 in the second quarter alone
The 692.000 UNE-P lines equate to 1.275% of SBC's 54.8 muthion total 1etail access lines at the end of the first quarter while
the imbedded base equates 1 5.9 of the compa.n,\'s total switched hpcs uncluding whoiesale). 1n the second quarter. SBC
added 494.000 residental UNE-P Jines. representing more than 51 of the loss in the reratl residennial hine base. Second line
losses accounted for another 265 of retai] residential line fosses while management suggesied seasonality conwibuted the bulk

of the remainder

Table 1: Access Lines Statistics for SBC (000s)

1601 2001 3001 400 1002 2002
Total access iines £% 252 60 576 622530 30532 3¢ 03¢ 38 250
%o growth 25 3T L0 o TE 50 475
Net Adds 16 578 348 598 496 -781
UNE-P 373 760 215e 2403 278 3453
Net Adds 361 387 ace 44 358 692
%0 of total lines 22% 29% 36 40% 47 2.8%
Retaif residential ines 35878 35.255 34 846 34518 3e12¢ 33168
% growth 26% 3 7% -3 8% -4 3% -4 9% -5 o8,
Net Adds -232 €23 308 428 -38¢ -961
Residential UNE-P 7C 84 - BC ) 82 162 65€
Net Adds € 24 -5 3 e 454
% of res lines jost 0% 305 A [ 17 9% L1 4T,

Source UBS Vearoure L0 estimares

We believe SBC has the most attractive region for UNE-P providers. The average monthly bil} for Jocai service 1s among
the highest while s UNE-P rates are the towest. making u relauvely easy for compeinors o earn decent margins. This is
especially wue in the Ameritech region. Ameritech and Califorma also have a large number of dense urban areas with very fow

loop rates that provide ample feeding ground for resellers.

Based on our analysis. SBC aiso takes the hardest hit for each retail Hne lost to UNE-P competitors. We estmate that the
company loses approximately $19.76 in net revenue per ttne per month tor cach :etal ine Jost 1o competitors. This compares
10 51789 for Venizon. $18.29 for BellSouth and $14.73 for Qwest. [n the Amernech region. where the company 15 under full-
seale atiack. the company loses approximarely $21.73 per line per month in net revenue The EBITDA wmmpact 18 also most
serere at SBC. We believe the company generates over $13.33 in EBITDA per retal residennial line per month but Joses
roughly 53501 EBITDA per month on hines converted 10 wholesale via UNE-P SBC s the only Bell 1o generate more than
SO0 of negauve EBITDA per month on 115 wholesale line base. Thus the negative EBITIXA swing from retail to wholesale is
more than $17 00 per hine per month, also the largest for the Bells wuh the other three n the -$12 10 S16 range In the
Ameritech region. this figure is approximately -$19.00 pe® line.

Linc losses 1o UNE-P have shifted from the business to the residential market. In the second guarter. UNE-P took 494,000
testdenual hines and just 117.000 business lines. down from 393.000 business lines n the first quarier. Michigan was hit
hardest with 184.000 lines converted from retail 1o wholesale 1n the state during the second quarter AT&T. which began
marketing in January 2002, claims to have garnered 6% residential market share in Michigan six months, Texas has
seuns the largest iotal hne Joss to date from UNE-P with over 1.37 million wholesale lines tboth UNE-P and TSR) m the state,
Wholesale net adds have slowed dramaucally in Texas. however. as AT&T has pulled back on its marketing efforts due 1o
relatively low discounts available. )

2 UBS Warburg LLC
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SBC Communications, Inc, August 20 2002

We expect line loss to continue to ramp up in SBC territor} in the second half of 2002 ang believe the company will lose
approximately 1 million retail lines to UNE-P in the third quarter. We beheve that roughly half of the hne loss w the
second quarter occurred in the month of June. Considening the steep growth wathin the second quarter and AT&T s entry anto
the Ohio and Illinois markets in mid-June and the Califormia market 1n early August, our numbers could prove conservatne.
With another 1.2 million UNE-P line projected for the fourth guarter. we now expect residential line loss of 9.1% and 12.6% 1n
the thrd and fourth quarrer. respectively. This also suggests that by vear end. 10% of to1al switched access lines will be UNE-
P. Again. we note that our analysis suggests that wholesale hines generate negauve EBITDA on a weighted average basis In
2003. we expect the company to lose .41 million hnes. up from 3.25 million for all of 2002

Much depends on the company’s ability to secure long distance approval in California in the near term. which should
dampen (but by no means eliminate) line Joss while helping 10 offset much of the revenue loss. similar to the resulis in 271-
approved Southwesiern Bell states. The Administrative Law Judge (ALY 1n Cahfornia has approved the compani’s
apphcauon and the full public utlity commission to 1s expected to vote on September 9. a short delay from the recently
proposed date of August 22°. A positive outcome for the Bell could enable SBC 1o begin marketing interLATA services in
California n late December. Ameritech is a different story however. as we do not expect the company 10 receive approval for

long distance in these staies unul the second half of 2003

Estimates and valuation

Based on changes to our model resulting from this analysis. we are reducing our 2003 EPS estimare to $2.25 from our previous
estimate of $2.36. while maintamning our 2002 EPS esumate a1 $2.31. This wanslates 10 a 2.3% deciine 1n EPS in 2003 versus
our previous esumate for 2.1% growth. It compares unfavorably with the 1.8% EPS decline we conunue to expect for 2002
We now expect tolal proportionate revenues to decline by 1.3% in 2003 following the 3.9% decline mn 2002 Our previous
estimate was suggesting a 1.1% growth in revenues. We now expect EBITDA 10 decline by 1.9% versus our previous

assumpuon for a 0.3% growth in 2003,

SBC 1s currently trading at roughly 13.3x our newstimates for 2003 Given that we do not expect the company 1o generate
enough growth to reach its 2001 EPS of 52.35 uniil 2000. we believe it will be difficult for the company to outperform the
market ai these ievels. In calculating ow new 12-month price target of $30 per share. we conducted a discounted cash flow
analvsis. emploving a 7% discount rate. a terminal value that assumes 2 3% perpetuily growth and a 20% private market

discount

Table 2: Changes to SBC Estimates (SMM)

2002 2003 *. growth
Oid New 3Schange % Change Old New  $change ° Change Oic New
Woreine Raven e 38768 38,601 -167 -0 &% 38 8B4 3T 4Bz 4zl Z6° 0.3% 29
Tota Sevenue 52.572  52.205 -167 0 3% 5297 £33 L a2z -2 B Cte Bk
C5TCA 21577 21357 -20 R L 21476 20958 e 245 JUEEE 1oe
Netmcame TTR TS 13 -G8 B TAgz S HEh 1% R
TP $231 82 M {$0.00) -0.2% 238 sz 1800 455 2 23
Souree UBS Warburg LLC esumales
-

Statement of Risk

Risks include management’s ability 1o execute. potential adyerse changes in regulation. changes in technology. the effects of a
weak economy. ncreasing competinon and a large degree of operating leverage

3 UBS Warurg LLC
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SBC Communications. Inc.  August 20 2002

Global rating definitions and allocation

% of companies under “c for which IB services

Rating Defintion coverage with this rating have been provigec

Strong Buy Greater than 20% excess return patental; nigh aegree of confiaence 12°: 53

Buy Positive excess return potential 3¢ 38

Hold Low excess return potential: low degree of configence 44, 28

Heduce  Negative excess retum potental 4% 22%

Sell Greater than 20% negative excess retrm potential: high degree of se. 195,
configence

Excess return, 1arget price . current price - 1 - gross dmidend yield - 12-montn interest rate. The 12- month interest raie used I1s tnat of the

company s country of Incorporation, in the same currency as the predicted return. _
*Invastment banking services include. but are not restricted to, acting as manager/co-manager in the underwriting or placement of secunties
{within the past three years), acting as financial advisor, and‘or providing corporate finance or capital-markets-related services {o a company

or one of its affiliates or subsigiaries {within the past 12 months).

Source; UBS AG. its subsidiaries and affiliates: as of 30 June 2002.
5 UBS AG, its affiliates or subsidiaries has acted as manager/co-manager in the underwriting or placement of securities of this company or

one of its affiliates within the past three years. _ _ ' _ _
37. Within the past 12 months, UBS AG. its affiliates or subsidiaries has received compensation for investment banking services from this

company. 7 ‘
80. UBS AG. its affhiates or subsigianes expect 1o receive or intend to seek compensation for investment banking services from this

company within the next three manths.

Uniess otherwise indicated. please refer 1o the Valuavon and Risk sections contained within the body of this report.
For a complete set of disclosure statements assogg@ted with the companies discussed In this repon, including :nformation on valuation and
risk, please contact UBS Warburg LLC, 1285 Avenue of Americas. New York. New York, 10018, Attention: Putiishing Administration.

UBS Warburg LLC, 1285 Avenue of the Americas, New York, NY 10019 Phone: +1-212-713-2000

Trus matensl has Gaen prepared by UBS AG or an affiiate thereo! ('UBS | actng through 1s Dusiness group UBS Warburg # has no reqart 16 Ihe specilic ilvesmen otreclives inancial suahon of pamcuiat
Negas o any SPACHIC MCIDeN! N ADresentaEion of warranty. sdher €XPress o Mmpied & provided I G@ION 16 e acouracy compielaness o MIAMNIMY of ine miormaton contained herei  This rapon published
Solerv 1of intormaliondl purposEs and IS Kot 1o DE CONSITUGS a5 @ SOIEHANoN or an Ofter 10 Duy O Sl ANy SECUNES &7 reialed Tinancia mstraments (DM BXOMRSSHC Neren are supiect 10 thange withou notice and
;ﬁa: difier o DE conIraN 1o ODIMONS eXPressed Dy oiner business areas or g:oups of UBS as a resun of using aiferen: assumplions ang cmena UBS 15 ynder np obiation te upate or kéep the migrmation currenl

he secunties descnbed herein may not be ehgibie for Sae in all unsdicnons of 1o cenair caleones of Investors UBS and or #s directon oficers ang empioyees OF chients May fake DOSMIONS (M. ARG May Make
Purchases and.or saies as pancipal of sgent of UBS may 821 a5 markel-maker in 1he securiies of reialed financial insrumems oiscussed nereir UBS may provice nvesiment banung ang other séwges 1o andior
Serve as arectors of the compares raterred ton ths report. UBS s related enlies direciors empiovess and agents acoepl no (@bifly for any 10ss of darmage of ahv Jnd aNsda ol of he yse ol Ths report Uinded
Kingoom ang rest of Ewrope Excapt a5 oinerwise spectlied herem fhis malena s communicated oy VBS Wamurg Lic a supsiciary of UBS AG. 12 persans wno are marke! counlerparties or intermediate customers
185 delwied i the FSA Rules) and s onty avaialve to such persons  The miormation contaned hern does het apply 1o and should ROt D€ réed Uson by. prvale customers This report & bang destnbuted m
Swizerland by UBS AG 10 nstistonal mvestors only Thes report 15 being drsirbuted lo US persons by aither UBS Warburg LLC or UBS PameWebher inc suusidianes of UBS AG. or by @ group. subsithary or athate
of UBS AG. That &5 not registerac &5 3 US broxer-gsaler (2 ‘non-US alfmate’). to mayer IS nsinutional iewestors only UBS Warburg LLC or UBS PaineWeboer (nc accepts responsibify for lho content ol a report
Prepared by another non-UIS affkate when distnbuted to US parsons by UBS Waburg LLC or UBS PaneWabbar Inc. This repoR & being aistibuted by UBS Burting Warburg Inc. a subsxdary of UBS AG :1?.
Member of tm::nupul(:anman stoch axcnanges & CIPF. This raport s bemng distnbuted m Hong Kong by UBS Warourg (Asa) Limfed This report 5 bming distbuted in Simngapore by UBS Warburg Pe. L1d The
Mport s baing deirbuted i Ausiraia by UBS Warburg Australis L1d and UBS Warburg Austraha Equites LI icenseg secumis dears. Addional information will be made available upon request.

© 2002 UBS AG Al nghis reseryeg This Teport may not be reproouced of aistnbuted In any manner withou! the permisson of URS
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— Analysis of UNE-P economics suggests pressure on profitability for the Bells

— We now expect earnings to decline 1.8% vs. prev. expectation for 2.6% growth
(Street estimates are for 2-5% growth ).

— We expect long-term FCF growth of 2 -3% vs prev. expectation for 3-4% growth
o Lowc;ring Price Targets |
— New price targets based on our reduéed FCF estimates in our DCF analyses:
— BellSouth: $26 (previously $28);
- SBC: $30 {previously $36);
- Verizon: $34 (previously $50)

% We Expect Market Performance Over the Next 12 Months

— Attractive dividend yields should limit downside

a}i% UBS Warbury, John Hodulik, CFA

(212) 713-4226, john.hodulik@ubsw.com 1
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UNL-P Economics : Changes Lo listimales

Wireline Revenue
Total Revenue
EBITDA

Netl Income

EPS

Wielne Revenue
Total Revenue
EBITDA

Net Income

EPS

Wireline Revenue
Total Revenue
EB{TDA

Net ncome

EPS

BellSouth
2002 2003 % growth
Oid New  $change % Change Old New $change 9% Change Did New
8421 1812 -109 -06% 1873t 17993 -7138 -39% 1.7% 1.7%
29.009 28900 -109 0 4% 29582 28842 -740 -25% 20% -02%
12837 12784 -53 -0.4% 13120 12761 -359 -2 7% 2 2% G 2%
4035 3924 -1 -2.7% 4217 3836 -380 -90% 45% 2.2%
$214 3203 (3005) -2.3% $218° 1 $202;  ($0.16) 73% e 3% ‘
' SBC
2002 2003 % growth
Oid New $change % Change Old New $change % Change Ol New
3a.768 38601 167 -04% lBgga 37482 -1.402 -36% 0.3% -2 9%
52372 52205 -167 -0 3% 52937 51535 -1.402 -2 6% 1% -13%
377 1357 -20 0 1% 21473 20958 521 -2 4% - 05% -19%
7728 7715 -13 -02% 7811 _"{',462 -349 -4 5% 1 1% 33%
$231  $2 731 ($0 00} -0 2% $23 ($2 25} ($0 11) 4 5% ' 2% 23%
Verizon
2002 2003 % growth
Old New $change % Change Gid New $change % Change Old New
40912 40897 -15 0.0% 39655 39136 519 -1 3% -3 1% -4 3%
66,737 66722 -15 00% 67092 66575 518 0 B% 05% -0 2%
29049 28772 277 -1 0% 28836 28160 676 -2 3% 7% 2 1%
8332 8150 -182 -22% 8587 8130 457 -5 3% 3% 0 2%
§305 $298  (3007) 2 2% $312 13296)  ($016) 5 1% b2 0 7%

&6 UBS Warhure
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UNE-P Economics: Glossary

¢ Unbundled Network Elements (UNE)

— The individual parts of the local telephone network (7 elements including: local
loop, switches, transport and OSS) that ILECs are required to “unbundle” and
lease out to CLECs. Competitors can lease out one or all of the available UNEs to
prpvide service.

Unbundled Network Element-Platform (UNE-P)

— Use of ALL the UNEs to provide service, requiring minimal capital outlays or asset
deployment.

>

4 Retail Lines

— Access lines sold directly to the end user from the ILEC.

<3

- Wholesale Lines

— Access lines soid to competitors (AT&T and MCI), which resell the lines to end
users.

YO ANy . John Hodulik, CFA
% Ul)h \\ dl hl“ - (212) 713-4226, john hodulik@ubsw com ,
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UNI-P Economics: What's the Big Deal?

¢ UNE-P Competition Has Intensified in Recent Months...
— MCV's Neighborhood Plan (commenced in April '02; exited 2Q with 800K lines)

— ATA&T (recently entered 3 SBC states [24M residential lines); plans to enter NJ
[4.5M residential lines] in Sept 2002)

— Other operators
]
- Sprint is considering this strategy; others include Z-Tel, Talk America, and

SupraTelecom (which added 120K UNE-P lines in FL in 2Q02)
¢ Due to More Favorable Economics of UNE-P for Competitors

— Public Utility Commissions continue to set lower rates

- Recent reductions in California, New York, New Jersey, Pennsylvania

¢ Second Quarter Results Revealed the Bells’ Exposure
— Over 1.1 million retail lines converted to wholesale through UNE-P in 2Q
- SBC: 692K added vs. 358K in 1Q02;
- BellSouth: 278K added, vs 239K in 1Q02,;
- Verizon: 110K added vs. 64K in 1Q02

YO A "y John Hodulik, CFA
gl% UBS Warburg (212) 713-4226, john.hodulik@ubsw.com _
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UNE-P Economics: Summary Findings

¢ Economics of UNE-P are Worse than We Originally Expected

— UNE-P lines generate negative EBITDA in 18 states for the Bells (60% of
US residential lines)

— SBC’'s Ameritech region is the most attractive for UNE-P competitors

¢ UNE-P Line Growth Will Be Greater than the Market Expects

L |
— UNE-P lines can be profitable in 33 states, suggesting further entry (82%
of US residential access lines)

— AT&T presents the most significant threat.
- lts 40% share of the consumer LD market presents an immediate target
- AT&T sees opportunities in 14-17 states, but announced entry in 8 states.

— The Belis exited 2Q02 with 7.5M UNE-P lines (5% penetration).

2000a 2001a 2002e 2003e 2004e 2005e
UNE-P Lines 2,923 5652 11,152 18,146 22367 25,136
UNE-P Penelration 1.7% 3.4% 72% 12.2% 15.2% 17.3%

Y - . lohn Hodulik, CFA
‘;la% UBS Warburg (212) 713-4226, john hodulik@ubsw com
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UNE-P Economics: Summary Findings

¢+ Long Distance Opportunity is Only a Partial Offset

— Bells only need to add 1.3 long distance customers for each UNE-P line added to
breakeven at revenue line

— However, the Bells need to add 5.4 long distance customers for each UNE-P line
added to breakeven at EBITDA line

— UNE-P IS AN EBITDA STORY, NOT A REVENUE STORY

2002e 2003e 2004e 2005e
LD subs 19905 34 524 41 460 45223
UNE-P subs 11,152 18,146 22,367 25136
LD subs / UNE-P subs 1.8 19 19 18

¢ We Do Not Expect Near-Term Regulatory Relief

YO A\ V. vy John Hodulik, CFA
% UBS Warburg (212) 713-4226, john.hodulik@ubsw.com
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UNE-P Economics: Summary Findings

SBC
V7
BLS

¢+ Anticipate that EPS Will Decline in 2003 for the Bells
— EPS highly sensitive to growth in UNE-P

Revenue lost EBITDA lost EPS Impact assuming local line loss of Free Cash flow Impact
per line / mo per line/ mo ™ M 3M 5M ™ M M 5M
$19.76 $17.04 $0.04 $008 3012 $0.20 $137  $274 $a11 $685
¥ 89 1526 0.04 089 013 02?2 123 245 368 614
18 29 1565 0.06 013 019 032 126 252 n 629
1473 1198 0.05 0.09 014 0.24 96 193 289 481

— We estimate that 8M lines lost translates into $1B OpFCF loss

4 Summary

Poor Economics of UNE-P + Higher UNE-P Line Loss
= Lower Profit and EPS for the Bells

C iV, ey John Hodulik, CFA
‘;i% UBS Warburg (212) 713-4226, john.hodulik@ubsw com



o —n - b am— a0y

UNE-P Economics: Calculating the Impacl

1) Calculate Revenue Iimpact Per Line Lost

2) Estimate Average Retai/ COGS and SG&A per Line Based on
Existing Wireline EBITDA Margins
¢ |

3) Calculate Wholesale EBITDA Contribution

4) Estimate Future Line Loss in Each State

YC VAL, ey John Hodulik, CFA
%6 UBS Warburg (212) 713-4226, john hodulik@ubsw com-
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UNE-P Economics: Caleul

aling the Impact

1) Calculated Revenue Impact Per Line Lost

Local service revenue = + Basic local
+ Vertical Features
+ Access/IntraLATA toll
+ SLC
+ LNP, 911 and other surcharges
UNE-P revenue = HLoop
1Local switching (fixed & vanable}
+ Tandem switching
+Transport

Difference = Total revenue lost

Retail Revenue

et e

Wholesale Revenue
{

Source: UBS Warburg LLC and company reports

ks LIS Warbure

John Hodulik, CFA
{212) 713-4226, john hodutik@ubsw com
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UNLE-P Liconomies: Calculating the Impact
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¢ Revenue Lost Per UNE-P Line
— Arkansas (SBQ) - $35

- Average retail rate (including vertical services and subscriber line
charges) is $51; Average UNE-P rate is $16

— Arieona (Qwest) - $5
- Average retail rate is $33; Average UNE-P rate is $28

18 slates surpass the average
6 are in SBC region, 5in V7,
4in BLS, 3inQ

Average revenue lostis $18 57 per line
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Source: UBS Warburg LLC and company reports

John Hodulik, CFA
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